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OATH OR AFFIRMATION

I, Lynn Koczera , swear (or affirm) that, to the best
of my knowledge and belief, the accompanying financial statement and supporting schedu]es pertaining to the firm of
AFS Brokerage, Inc. __, as of December 31 ,20 03 , are true and correct. 1 further

swear (or affirm) that neither the company nor any partner, proprietor, principle officer, or director has any proprietary
interest in any account classified solely as that of a customer except as follows:

/qwckg _—

Signature =2~

Financial Principal
Title

“Notary.Public ~ -
M eecs & HE 2007

This report** contains (check all applicable boxes):

(a) Facing page

(b) Statement of Financial Condition

(c) Statement of Income (Loss)

(d) Statement of Changes in Financial Condition

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors

(g) Computation of Net Capital

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3

(i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3

(i) A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation of Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(1) An Oath or Affirmation

(m) A copy of the SPIC Supplemental Report

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

OXX O OXXXOXKENNN

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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CO]" dOVCU’lO and H Ol’leCk, P . C Certified Public Accountants

201 Steele Street
Suite 300
. Denver, Colorado 80206
(303) 329-0220 Phone
(303) 316-7493 Fax

Report of Independent Auditors

To the Board of Directors and Shareholder:
AFS Brokerage, Inc.

We have audited the accompanying statement of financial condition of AFS Brokerage, Inc. (the “Company™)
as of December 31, 2003, and the related statements of operations, changes in shareholder’s equity, and cash
flows for the year then ended that you are filing pursuant to Rule 17A-5 under the Securities Act of 1934.
These financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of AFS Brokerage, Inc. as of December 31, 2003, and the results of its operations and its cash flows
for the year then ended in conformity with accounting principles generally accepted in the United States of
America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information contained in Schedules I, II, III, and IV is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary information required
by Rule 17A-5 under the Securities Exchange Act of 1934. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in
all material respects in relation to the basic financial statements taken as a whole.

@MMMW%C-

Cordovano and Honeck, P.C.
Denver, Colorado
January 28, 2004
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AFS BROKERAGE, INC.
Statement of Financial Condition

December 31, 2003
Assets
Cash and cash equIValents.........cocooeeiiii i $ 22,578
Cash deposits with clearing organizations and others............ccccovvivrieiveiiiviececenriiece e, 25,142
Receivables:
Brokers and Dealers.. ... e, 99,254
Due from affiliate (INOE 2)....eccviiiivrieiriiiiiicerie ettt cere et bt eve st b earerne s 7,816
OBRET ..ottt ettt ettt bete s et e 10,576
Investment in non-marketable securities, At COSt......ivimiiiririiiiiiiiiciere et 3,300
Equipment, at cost, less accumulated depreciation of $44,660.............ccceceevvvimniiiienennnes 21,584
Current income tax aSSet (INOTE 3)...iiriiiiiieriiieeriiriie ettt s teseesreere e b ne e ens 8,810
Prepaid @XPENSES. ...ovviiiriiiicee sttt ettt ettt er e n et et ere e 5,223
$ 204,283
Liabilities and Shareholder's Equity
Liabilities:
ComMISSIONS PAYADLE. .......viveviiiiirii et $ 42,085
Accrued interest payable (INOTE 4)......ccccuviiiiiiiiciiiiie e 5,518
Other HADIEIES. .. coviviiiiecciee ettt et st ere b ese b ne s reae et one s 14,875
Liabilities subordinated to claims of general creditors (Note 4).......c..cecvvircincrnencennn 86,000
TOtal THADIIHIES ...vvrnevii ittt ettt ettt et eere et es 148,478
Shareholder's equity (Note 6):
Common stock , $.001 par value; 100,000 shares authorized,;

20,000 shares issued and OULSTANAING.......cccvriiiieiiiiie e 20
Additional paid-in capital..........ccoccoiiiiiiiii 69,267
Retained EarMINGS. .....oveiiiiiieieii et (13,482)

Total shareholder’s €qUILY......c.ecviiiierieiir e 55,805
$ 204,283

See accompanying notes to financial statements
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o AFS BROKERAGE, INC.
Statement of Operations

For the Year Ended December 31, 2003

Revenues:
COMIMUISSIONS 1.ttt ettt ettt ettt ettt et e ee et e st een e e e ensereene s $ 2,187,759
Processing, sweep and cOnversion fEes.........ccocvvviimriiiiiinic i, 10,059
TIUEETEST . vttt e ne e ete e eraeeeras 981
(@3 1=1 S OO OO USSR OT RO TTTPRY 92,563
TOtal TEVENUES. ...cvvii ettt 2,291,362
Expenses:
Commissions and broKerage.........vovvevrveiiieiieree e 1,589,615
PaYIOl. .ot et an e 438,551
COMMUNICATIONS. ....eivievietetiie ettt eb et e it ettt e s besteeveareeteseea s aessarestsassenrea, 5,487
TTAVEL.eiiie ittt ettt a e s s b s ab e s r e ete e sbe et b e et b e erneebeebeseteereastens 57,597
CONTEIEIICES. .. ittt ettt ettt e et e et s e st s e et e e eat e e sataeenteesaneenares 13,468
Professional fEES.......cccviiveiiriiciiiiiiee et sre e e seesae s beere s e s shs et e esbasaaeshbsesreesbesraeanaansaes 79,332
POStage and Priltilg........ccoeoierieirsieirieiee ettt sees e s ettt ee e et enes 13,635
IMATKETITIZ. ..t cvie ettt etttk r e bttt et b b et 1,480
DEPIECIAtION. ......c.eiiiiieiiicii i 4,807
Education, seminars and memberships..........cccovviveiiiiiiieicieecee e 20,062
Taxes, other than INCOME........c..oovieii ettt b e 1,214
(o7 11T PR U U OO O T U U U UUUU PO UPRRRURPO 14,002
IS UTANICE .. ittt e ettt et e e s e naaea s 24,942
| L= g OO SRR 5,176
@11 1= SUTU TR OO U OO TSR UUR TSRO PUPRURPPPRY 25,028
T Otal EXPEIISES. e eveeritiiciie ettt e s 2,294,396
L0SS before iNCOME tAXES......cvivirieiriirierici et (3.034)

Income taxes (Note 3):

Current income tax benefit (EXPENSE)......cccrevvririniiiieiiriiiiice i 4,804
Deferred income tax benefit (€Xpense).........cccviiviieniicneiiiiei e 361
NEL IICOIMIE. ... ivvr it ete et e ce et e st e st et s e eaae s estrenbesnabesnesaaeseeeessenane $ 2,131

See accompanying notes to financial statements
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AFS BROKERAGE, INC.
Statement of Changes in Shareholder's Equity

Additional
Common Stock Paid-In Retained
Shares Par Value Capital Earnings Total

Balance at

January 1,2003.........ccoveene * 20,000 $ 100§ 69,187 §  (15,613) § 53,674
Re-allocation of equity for

change in par value (Note 6)...... — (80) 80 — —
Net inCome........ccoeevvveeerviercrnrennenne — — — 2,131 2,131
Balance at

December 31, 2003.......ccooeeee. 20,000 $ 20§ 69,267 $  (13,482) § 55,805

* Restated for change in authorized and issued/outstanding shares (see Note 6)

See accompanying notes to financial statements
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AFS BROKERAGE, INC.
Statement of Cash Flows

For the Year Ended December 31, 2003

Cash flows from operating activities:
BT INCOME. ..ottt ettt ettt s et et e b e et e e et e e ete et eeae e eee e e sae e, $ 2,131
Adjustments to reconcile net loss to net cash
provided by operating activities:

DEPIeCIAtION. .....vviiiiiiiiet ettt 4,807
Changes in operating assets and liabilities:
Receivables and other operating assets..........cccoovvvevecvrvnininnecieereereane (14,552
Commissions payable and other operating liabilities..........c.cccccccocevirnenrnnann, (42,523)
Net cash used in
OPETAtiNg ACHIVITIES. ..uuereiirieereie et et et (50,137)

Cash flows from investing activities:

Equipment purchases.......coocoviiiiiiiiiii ettt e (16,419)
Net cash used in

INVESLING ACTIVILIES......cveiiiiicrerei e (16,419)

Net change in cash......c..coceiiiiiiic e (66,556)

Cash and cash equivalents, beginning of period............c.ooiiiiiiiicnii, 89,134

Cash and cash equivalents, end of period...........cccooiviiiincoininicee s $ 22,578

Supplemental disclosure of cash flow information:
Cash paid during the year for:

TIICOIIIE TAXES e eere et s et e et et e eave st e s aae e s e eesaensmere et e s eneseeeeeessreeraresnenssteeersees $ —

IIEEI@SE et et eete et es et et e e ese e et et e e e et eea e e eseeaeeee et et aet e e e e e e e e et et e s et e eee e rrane $ 3,583

See accompanying notes to financial statements
-6-




AFS BROKERAGE, INC.
Notes to Financial Statements

1) Summary of Significant Accounting Policies
Organization and Basis of Presentation

AFS Brokerage, Inc. (the “Company”) earns revenue by providing marketing services for broker dealers and
by providing broker dealer services to contracted financial institutions. The Company earns marketing
revenue by introducing financial institutions to broker dealers, which establish offices at those financial
institutions. The Company retains a percentage of the commissions received by the broker dealer generated
through the branch office of the referred financial institutions. Broker dealer revenue is generated by
providing trading, licensing, compliance, training, and commission reporting for contracted banks. The
Company also retains a percentage of the commissions received for these services. Trading commissions
include, but are not limited to, mutual funds, stocks, bonds, and variable and fixed annuities.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principals requires
management to make estimates and assumptions that affect certain amounts and dxsclosures Accordingly,
actual results could differ from those estimates.

Cash Equivalents

For purposes of the statement of cash flows, the Company considers all unrestricted highly liquid investments
with an original maturity of three months or less to be cash equivalents. The Company had $82,188 in a
money market at December 31, 2003, which was considered a cash equivalent in the accompanying financial
statements.

Allowance for Uncollectible Accounts

All receivables were considered collectible at December 31, 2003.

Investment

Investments in non-marketable equity securities are recorded at cost.

Equipment and Depreciation

Equipment is stated at cost. Equipment is depreciated over its estimated useful life using the straight-line
method.

Software Development Costs

The Company capitalizes all internal and external costs incurred to develop internal-use computer software
during the application development stage in accordance with Statement of Position (SOP) 98-1, “Accounting
for the Costs of Computer Software Developed or Obtained for Internal Use”.

Revenues

Customers’ securities transactions are recorded on a settlement date basis with related commission income

and expenses recorded on a trade date basis. Commissions, in the brokerage of mutual funds and annuities,
are recognized when earned.




AFS BROKERAGE, INC.
Notes to Financial Statements

Income Taxes

Income taxes are provided for the tax effects of transactions reported in the financial statements and consist of
taxes currently due plus deferred taxes related primarily to differences between the recorded book basis and
tax basis of assets and liabilities for financial and income tax reporting. The deferred tax assets and liabilities
represent the future tax return consequences of those differences, which will either be taxable or deductible
when the assets and liabilities are recovered or settled. Deferred tax are also recognized for operating losses

that are available to offset future taxable income and tax credits that are available to offset future federal
income taxes.

Advertising and Marketing Costs
The Company expenses its advertising and marketing costs as incurred.
Fair Value of Financial Instruments

The carrying amounts of cash, receivables, and short-term obligations approximate their fair value because of
the near-term maturity of those instruments.

2) Related Party Transactions

The Company pays salaries, payroll taxes, and administrative expenses on behalf of an affiliate company,
which the affiliate reimburses on a monthly basis. As a result of these transactions, the affiliate owed the
Company $7,816, as of December 31, 2003. '

3) Income Taxes

The current and deferred income tax asset (liability) included in the statement of financial condition as of
December 31, 2003 is as follows:

Current Deferred
Federal.....ccoovvvovveeeeniiennn, $ 6,731 §% -
1] 211 2,079 -
$ 8810 § -

The current and deferred portions of income tax expense (benefit) included in the statement of operations for
the year ended December 31, 2003 are as follows:

. Current Deferred Total
Federal.....oovvvvveeeeeneinn, $ 3670 $ 276 § 3,946
AL e, 1,134 85 1,219

$ 4804 § 361 § 5,165




AFS BROKERAGE, INC.
Notes to Financial Statements

A reconciliation of the U.S. statutory federal income tax rate to the effective rate is as follows:

U.S. federal statutory graduated rate............cecevevveeennen. 15.00%

State income tax rate,
net of federal benefit...........ccccvvviiiviniiii e s, 4.63%
Net operating loss carryforward............ccccevvviiiennnnen. -19.63%
0.00%

)] Liabilities Subordinated to Claims of General Creditors

Liabilities subordinated to the claims of general creditors include an $86,000 subordinated loan agreement for
equity capital that was executed on November 20, 1997 and is owed to the Company’s sole shareholder. On
October 31, 2002, the Company and shareholder signed an agreement to extend the maturity date of the loan
from December 31, 2003 to December 31, 2006. The loan carries an annual interest rate of 6.00 percent.

Accrued interest payable on the subordinated loan totaled $3,941 at December 31, 2002. During the year
ended December 31, 2003, an additional $5,160 of interest was accrued on the loan. In addition, the
Company made interest payments totaling $3,583. As a result, the accrued interest payable balance on the
subordinated loan totaled $5,518 at December 31, 2003.

The subordinated borrowings are available in computing net capital under the SEC’s uniform net capital rule.
To the extent that such borrowings are required for the Company’s continued compliance with minimum net
capital requirements, they may not be repaid.

%) Concentration of Credit Risk

The Company conducts a significant portion of its operations through a clearing agent. During 2003,
transactions with the Company’s former clearing agent accounted for approximately 31 percent of the
Company’s revenue.

(6) Net Capital Requirements
Common Stock

On September 17, 2003, the Company’s sole shareholder approved the change of the Company’s authorized
common stock from 10,000,000 shares to 100,000 shares. This change resulted in a decrease of the number
of issued and outstanding common shares from 2,000,000 shares to 20,000 shares. In addition, the par value
of the Company’s common stock was reduced from $.10 per share to $.001 per share.

Net Capital Requirements

Pursuant to the Uniform Net Capital Rule (15¢3-1) under the Securities Exchange Act of 1934, the Company
is required to maintain minimum net capital as defined by the Rule. Net capital may fluctuate on a daily
basis. At December 31, 2003, the Company had net capital and net capital requirements of $77,159 and
$50,000, respectively.




AFS BROKERAGE, INC.

Schedule I

Computation of Net Capital Under Rule 15¢3-1
of the Securities and Exchange Commission

December 31, 2003

Net Capital

Total shareholder's equity qualified for net capital ..., $ 55,805
Additions:
Allowable subordinated habilities. ... 86,000
Deductions:
EqQUIPMENt, NEL.........cooooiiiii e (21,584)
Investment in non-marketable equity SECUTTHES................oooiviiii i (3,300)
INCOME tAX ASSEL......coiiiiiieii ettt e e (8,810)
Receivables from non-CuStOMETS.............c...oiveiiiieieee oo e, (20,729)
Prepaid EXPEINSES. ... oot (5,223)
Excess insurance deductible.................ocoooiiiiii e (5,000)
Net capital............ $ 77,159

Aggregate Indebtedness
Items included in the statement of financial condition:

Commissions PaYabIE.........ocoiiiiiiii i 42,085
ACCTUEH EXPEISES. ...ttt 5,518
Other HabilItISS. ........oiiiiiit oo 14,875
Total aggregate indebtedness......................ccoccoiiiiii $ 62,478

Computation of Basic Net Capital Requirement

Minimum net capital required (based on aggregate indebtedness)..............ccococeeiniicnen, $ 4,165
Minimum dollar TEQUITEMENT. ...............ooitiiiiiiti et $ 50,000
Net capital TEQUITEIMENT. .........cooviiiiiii ittt $ 50,000
Excess net capital at 1500%...........ooiiiiiieie e $ 72,994
Excess net capital at 1000%0............ccooiiiiiiii e $ 70,911
Ratio: Aggregate indebtedness to net capital..........ccoocooiviiiiiii e, 081tol

-10-




AFS BROKERAGE, INC.

Schedule II

Reconciliation of the Computation of Net Capitél for
Brokers and Dealers Pursuant to SEC Rule 15¢3-1 with
that Reported in Unaudited Part ITA (X-17A-5)

December 31, 2003

Net capital, as reported in Part ITA
(X-17a-5) of Company's unaudited
FOCUS report at December 31, 2003

Audit adjustments:
Increase deposit with clearing organization for interest earned
Decrease cash for unrecorded recONCIlIng IeIMIS......covvviriectieie it e ere e
Decrease accrued interest payable on subordinated loan for change in interest rate......................
Decrease commissions receivable for duplicate entry.......ccocovvviireiiiieee e,
Increase accounts payable for unrecorded liabilities
Decrease deferred tax liability.

.....................................................................

79,214

46
(1,210)
3,440
(3,314)
(1,378)
361

Net capital, as reported in the computation
of net capital for Brokers and Dealers
pursuant to rule 15¢3-1

77,159

-11-



AFS BROKERAGE, INC.

Schedule III

Computation for Determination of Reserve Requirements Under
Rule 15¢3-3 of the Securities and Exchange Commission

December 31, 2003

Exemption is claimed under Section (k)(2)(ii) paragraph:

AFS Brokerage, Inc. as an introducing broker or dealer, clears all transactions with and for customers
on a fully disclosed basis with a clearing broker or dealer, and promptly transmits all customer funds
and securities to the clearing broker or dealer which carries all of the accounts of such customers and
maintains and preserves such books and records pertaining thereto pursuant to the requirements of
Rules 17a-3 and 17a-4, as are customarily made and kept by a clearing broker or dealer.

-12-




AFS BROKERAGE, INC.

Schedule IV

Information Relating to Possession or Control Requirements
Under Rule 15¢3-3 of the Securities and Exchange Commission

December 31, 2003

Exemption is claimed under Section (k)(2)(ii) paragraph:

AFS Brokerage, Inc. as an introducing broker or dealer, clears all transactions with and for customers
on a fully disclosed basis with a clearing broker or dealer, and promptly transmits all customer funds
and securities to the clearing broker or dealer, which carries all of the accounts of such customers and
maintains and preserves such books and records pertaining thereto pursuant to the requirements of
Rules 17a-3 and 17a-4, as are customarily made and kept by a clearing broker or dealer.

-13-



A

COI"dOVCZnO al’ld HO”@Ck, P C Certified Public Accountants
201 Steele Street
Suite 300
Denver, Colorado 80206
(303) 329-0220 Phone
(303) 316-7493 Fax

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL
REQUIRED BY SEC RULE 17A-5 FOR A BROKER-DEALER
CLAIMING AN EXEMPTION FROM SEC RULE 15¢3-3

To the Board of Directors and Shareholder of
AFS Brokerage, Inc.

In planning and performing our audit of the financial statements and supplementary schedules of AFS
Brokerage, Inc. (the “Company”), for the year ended December 31, 2003, we considered its internal control,
including control activities for safeguarding securities, in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide assurance on internal
control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (“SEC”), we have made a
study of the practices and procedures followed by the Company, including tests of such practices and
procedures that we considered relevant to the objectives stated in Rule 17a-5(g), in making the periodic
computations of aggregate indebtedness (or aggregate debits) and net capital under Rule 17a-3(a)(11) and for
determining compliance with the exemptive provisions of Rule 15¢3-3. Because the Company does not carry
securities accounts for customers or perform custodial functions relating to customers securities, we did not
review the practices and procedures followed by the Company in any of the following:

1.  Making the quarterly securities examinations, counts, verifications, and comparisons
2. Recordation of differences required by Rule 17a-13

3.  Complying with the requirements for prompt payment for securities under Section 8 of Federal Reserve
Regulation T of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates and
judgments by management are required to assess the expected benefits and related costs of controls and of the
practices and procedures referred to in the preceding paragraph, and to assess whether those practices and
procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the objectives of
internal control and the practices and procedures are to provide management with reasonable but not absolute
assurance that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use or disposition, and that the transactions are executed in accordance with management’s
authorization and recorded properly to permit the preparation of the financial statements in accordance with
generally accepted accounting principles. Rule 17a-5(g) lists additional objectives of the practices and
procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to above, errors or
fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is subject to
the risk that they may become inadequate because of changes in conditions or that the effectiveness of their
design and operation may deteriorate.

-14-




Board of Directors and Shareholder

AFS Brokerage, Inc.

Independent Auditors’ Report on Internal Control
Required by SEC Rule 17a-5 for a Broker-Dealer
Claiming an Exemption from SEC Rule 15¢3-3

January 28, 2004

Page two

Our consideration of internal control would not necessarily disclose all matters in internal control that might
be material weaknesses under standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or operation of the specific internal
control components does not reduce to a relatively low level the risk that error or fraud in amounts that would
be material in relation to the financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. However, we noted no
matters involving internal control, including control activities for safeguarding securities that we consider to
be a material weakness as defined above.

We understand that the practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes. Based
on this understanding and on our study, we believe that the Company’s practices and procedures were
adequate at December 31, 2003, to meet the Commission’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC,
the National Association of Securities Dealers, Inc. and other regulatory agencies that rely on Rule 17a-5(g)
under the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers, and should
not be used for any other purpose.

'aﬂ’WoMWﬂC

Cordovano and Honeck, P.C.
Denver, Colorado
January 28, 2004
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